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KEY BOONOMIC INDICATORS 


1987 1988 


DOMESTIC ECONOMY 
Population (1,000s) 10,585.5 
Population Growth (%) 3.0 
GDP Current Prices (Mil. $) 2,008.0 
Per Capita GDP Curr. Pr. ($) 189.8 
GDP Current Prices (Bil. FMG) 2,209.7 
GDP Cons. (1984) Pr. (Bil.FMS) 1,438.2 
Cost of Living (December) : 
Trad’l Sector (6/72:100) 886.2 
Modern Sector (6/72:100) 815.1 
PRODUCTION AND EMPLOYMENT 
Labor Force (1, 000s) 5,030.0 
Indust’1 Prod. Index (1982:100) 105.4 
Prod.: Rice, paddy (1,000 MT) 2,296 
Coffee, green (1,000 MT) 80,725 
Vanilla (Metric Tons) 1,240 
Sugar (Metric Tons) 101,216 
Chromite (Metric Tons) 106,773 
Graphite (Metric Tons) 13,200 
Textiles (1,000 Meters) 62,492 
Refined Petr. Pr. (Cu.M.) 324,148 
Electricity Pr. (1,000 Kwh) 406,102 429,813 
BALANCE OF PAYMENTS 
Exports, FOB (Curr. Mil. $) 310.7 284.1 
Imports, FOB (Curr. Mil. $) 325.9 318.9 
Trade Balance (Mil. $) - 15.2 - 34.8 
Current Account Balance —242.7 -309.8 
External Public Debt (Mil. $) 3,102.6 3,330.8 
Debt Service Ratio: 
Before Rescheduling: 100.5 103.6 
After Reschedul ing: 54.2 56.7 
Average Exchange Rate (FMG - USS) 1,100 1,500 
U.S. MADAGASCAR TRADE 
U.S. Exports to M/scar, FAS (Mil. $) 
U.S. Imports from M/scar, CIF (Mil. $) 
Trade Balance (Mil. $) 
U.S. Share of Malagasy Exports (%) 
U.S. Share of Malagasy Imports (%) 
U.S. Bilateral Aid (Mil. $) 
Economic 
Military 


Main U.S. Exports (1988) - (Value in Mil. $): Soybean oil, 4.4; Rice, 1.2; Wheat, 
1.0; Pharmaceuticals, 0.8; Radiotelegraphics, 0.8; Dried milk and cream, 0.7; 
Aircraft & spare parts, 0.7; Mechanical shovels, 0.6; Mobile cranes, 0.4; Off. 
machines & parts, 0.3; machines for soil preparation, 0.3. 

Main U.S. Imports (1988) - (Value in Mil. $): Vanilla, 40.3; Graphite, 3.7; 
Sugar, 2.2; Woven cotton fabrics, 1.2; Cloves, 0.6; Coffee, 0.5; Mica, 0.5; 
Straws & other fib. veg., 0.4 
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SUMMARY * 


Madagascar is one of the poorest countries in the world. Inappro- 
priate economic policies, declining terms of trade, and a large 
external debt burden have all contributed to economic stagnation 
in the 1980s. While the government has pursued an ambitious 
economic reform program in recent years under the auspices of the 
World Bank and International Monetary Fund (IMF), significant 
economic growth has so far eluded Madagascar. 


There are, however, some encouraging signs. Reforms of the trade 
sector have enhanced the efficiency of Malagasy industry, while 
reforms in the agricultural sector have brought prices of most 
crops more in line with world prices, thus encouraging production. 
The government is also in the process of reforming its budget, 
privatizing many parastatals, opening up the banking sector to 
private companies, and revising the foreign investment code. 


While there is little prospect for significant economic growth in 
the near term, the evolving economic situation is creating 
opportunities for U.S. exporters and investors. The government 
plans an ambitious public spending program financed largely by 
foreign grants and loans. it also hopes to develop its largely 
unexploited mineral resources. There are also promising 
opportunities in labor-intensive industries such as clothing 


manufacturing geared towards export and in tourism-related 
projects. 


BACKGROUND 
The Country 


Madagascar is an island in the southwestern Indian Ocean located 
300 miles off the East African coast. Its neighbors are 
Mozambique on the mainland, the Comoros Islands to the northwest, 
and the islands of Reunion (France) and Mauritius to the east. 

It is the fourth largest island in the world (225,000 square 
miles), larger than France and nearly the size of Texas. Its 
population density of about 50 per square mile is similar to that 
of the United States. 


Madagascar’s varied climate and soil conditions permit a wide 
diversity of agriculture. Some 80 percent of the work force is 
involved in agriculture, which accounts for 40 percent of GDP and 
80 percent of export earnings. The staple food is rice, the 
Malagasy being the largest per capita rice consumers in the world 
(about 246 pounds a year). Its major agricultural exports include 
coffee (40 percent of exports receipts), vanilla, cloves, and 
sugar. Seafood exports, especially lobster and shrimp, have 

grown significantly in recent years. 


* This report was prepared in July 1989. 





Madagascar is also endowed with several minerals, including: 
chromite, graphite, mica, quartz, titanium, and precious and 
semiprecious stones. Coal, natural gas, tar sands, and heavy oil 
deposits have been discovered, but exploration has yet to reveal 
economically viable hydrocarbon deposits. 


Lastly, the 1987 devaluation and the government’s subsequent 
commitment to maintain a realistic exchange rate have given 
Madagascar one of the least expensive work forces in the world. 


Economic Policy 


Madagascar maintained free-merket, outward-oriented economic 
policies, and extremely close ties to France from independence in 
1960 until the mid-1970s. During this period, Madagascar enjoyed 
steady economic growth. 


Following the political turmoil of the mid-1970s and the 
resulting socialist regime, the government greatly increased its 
control over the private sector, nationalized many foreign 
companies, subsidized consumer goods, and embarked on an 
ambitious public investment program, largely financed by foreign 
loans. These policies did not result in economic growth, but 
rather in greatly increased inflation, government deficits, and 
foreign debt. 


The government began an economic reform program in 1980 which has 
been supported by the IMF and World Bank since 1982. Initial 
reforms focused on restraining demand. Through cuts in government 
spending and domestic credit, the government was able to reduce 
the government deficit, the current account deficit, and the 
inflation rate. These measures contributed to a 10 percent fall 
in real GDP from 1980 to 1982. While GDP has grown since then, 

it has not kept pace with the growth in population. Madagascar 
therefore remains one of the poorest countries in the world. 


In recent years economic reform efforts have focused on enhancing 
efficiency and stimulating growth. The government eliminated 
most controls on prices and profit margins for industrial goods. 
It revamped its trade policy, devaluing the Malagasy franc (FMG), 
replacing the highly discretionary foreign exchange allocation 
system with a market-based one, eliminating most non-tariff 
barriers, and rationalizing the tariff structure. It also 
eliminated most government monopolies and restrictions on 
exports. The most politically sensitive reform was the 
elimination of consumer price controls and subsidies on rice. 


CURRENT ECONOMIC SITUATION AND TRENDS 
The results of economic reform to date have been mixed. These 


have been significant improvements in resource allocation 
resulting from reform, particularly the reform of the trade 





sector, but economic growth continued to lag behind population 
growth in 1988. The lack of progress was due to continued 
deterioration in Madagascar’s terms of trade, its heavy debt 
burden, and inappropriate government policies. 


There is, however, cautious optimism that 1989 may be the year in 
which the economy finally turns the corner and achieves sustained 
economic growth. The effects of earlier reforms appear to be 
taking hold and should be reinforced by additional reforms. 
Moreover, the government is launching a large public expenditure 
plan, financed mainly by foreign grants and concessionary loans, 
which should both stimulate the economy and rehabilitate 
infrastructure. Nevertheless, the prospects for recovery are 
tenuous, and depend on exogenous factors, such as favorable 
weather, the price of Madagascar’s traditional export crops, and 


a strong world economy, as well as on the government’s commitment 
to reform. 


Economic Growth 


Real GDP increased by only 1.8 percent in 1988, about the same as 
in 1987. This is well below the population growth rate of about 
3 percent. The poor performance was due in part to exogenous 
factors, particularly the continuing decline in Madagascar’s 
terms of trade. There is some evidence that economic activity 
began to accelerate late in 1988. If so, 1989 may be the year in 
which the economy finally achieves an increase in real per capita 
GDP. 


Inflation 


Consumer prices increased by only 10 percent in 1988, well below 
the 35 percent inflation of 1987. It therefore appears that the 
government’s tight credit policies have succeeded in stemming the 
inflationary pressures that followed the 1987 devaluation. 


Trade Policy 


Madagascar has made significant strides in liberalizing the 
import regime. The government has eliminated most quantitative 
restrictions on imports, and is rationalizing the tariff system. 
It also phased in a new foreign currency allocation system over 
the first half of 1988 under which the Malagasy Central Bank sets 
the exchange rate at a level designed to equilibrate the supply 
and demand for foreign exchange, and provides foreign exchange 
for imports to all comers at that exchange rate. (Exchange 
controls remain on other transactions such as dividend 
repatriation.) The Malagasy franc has gradually depreciated 
since the liberalization of the import 





regime. At the beginning of 1988, 1,266 Malagasy francs 
equaled one U.S. dollar. By June 30, 1988, it took 1,655 
malagasy francs to equal one U.S. dollar. The liberalized 
import system has resulted in a significant increase in the 
availability of consumer goods and has made it much easier for 
industry to import capital goods, replacement parts and raw 
materials. 


Madagascar also made significant progress in 1988 in liberalizing 
exports. The government has eliminated the quality certification 
requirement on all goods except vanilla, coffee, shellfish and 
meat. It has also ended its monopoly on coffee and clove exports, 
leaving vanilla as the only product whose export is controlled by 
the state. Private companies are now free to negotiate export 
contracts for coffee and cloves, although the government maintains 
high export taxes on those products. 


Foreign Debt 


While Madagascar received excellent terms during last October’s 
Paris Club meeting, including the cancellation of a third of its 
debt with France, its debt burden remains large. The 
rescheduling brought Madagascar’s debt service ratio down from 
over 100 percent to about 60 percent. If implemented, French 
President Mitterand’s plan announced at the last Francophone 
summit to cancel the debts of several African countries, 
including Madagascar, would provide additional relief. 


Balance of Payments 


Madagascar’s balance-of-payments situation worsened in 1988. 
Exports fell by $26.6 million from $310.7 million in 1987 to 
$284.1 million in 1988. The drop was due in part to the falling 
prices of Madagascar’s traditional export crops, particularly 
coffee and cloves. Imports fell by $7.0 million, from $325.9 
million to $318.9 million. Accordingly, the trade deficit 
widened from $15.2 million to $34.8 million. This was balanced 
by increased foreign aid, allowing Madagascar to increase its 
foreign exchange reserves, which now stand at about six months 
worth of imports. 


Government Budget 


The National Assembly approved a 1989 budget which was slightly 
more expansionary than in previous years. However, the government 
later developed a public investment program that makes the budget 
even more expansionary. The government is apparently operating 
under the revised budget, pending its approval by the National 
Assembly. The revised budget calls for an increase in expendi- 
tures from FMG 574 billion in 1988 to FMG 856.0 billion in 1989, 





an increase in revenue from FMG 473.6 billion to FMG 717.2 
billion, and a widening of the fiscal deficit from FMG 100.5 
billion to FMG 138.8 billion. The deficit is projected at 4.9 
percent of GDP, up from 4.5 percent tin 1989. 


The three-year public investment program calls for FMG 470.7 
billion in infrastructure spending in 1989, FMG 646.7 in 1990 and 
FMG 588.5 in 1991. Approximately two-thirds of the spending will 
be financed by foreign grants and concessionary loans. 


Agriculture 


The elimination of rice subsidies, price controls, and regional 
distribution monopolies has succeeded in increasing producer 
prices over the last few years. The increased efficiency in rice 
marketing is evidenced by the decline in the margin between 
producer and consumer prices. Paddy output grew from 1986 to 
1987, but insufficient in 1988. It appears that the 1989 harvest 
will be higher than in 1988, perhaps even as high as in 1987. 
Nevertheless, Madagascar will continue to import rice. 


The liberalization of the export trade in coffee has resulted in 
higher producer prices, despite the continued weak demand for 
Madagascar’s robusta variety coffee in international markets. 
However, the long run prospects for traditional export products 
in not encouraging. The price of Madagascar’s robusta variety 


coffee has declined significantly in international markets, 
especially following the suspension of quotas under the 
International Coffee Agreement. Indonesia, which is Madagascar’s 
principal market for cloves, is steadily increasing its own clove 
production and importing correspondingly less. The international 
vanilla market is threatened by synthetic vanilla. 


Parastatal Sector 


The nationalization of foreign holdings in the mid-1970s and the 
"all out investment program" from 1978 to 1981 left Madagascar 
with an immerse parastatal sector. Some of the parastatals are 
reasonably well run and profitable, while others are mismanaged 
white elephants. The government has embarked on a program to 
privatize, liquidate, or rehabilitate many of the parastatals, 
although progress to date has been limited. 


Banking 


Madagascar has three state-owned banks: the BNI, BTM, and BFV. 
They suffer from a large number of nonperforming loans to parasta- 
tals and a low domestic savings rate. However, the end of 1988 
saw the creation of a private, foreign-owned bank in Madagascar. 
The Banque Malgache de 1’Ocean Indien is jointly owned by the 





Banque National de Paris, the Dresner Bank, and Bruxelles Lander 
Bank. The remaining shares are being offered to the Malagasy 
private sector. The new bank is scheduled to open for business 
later this year. The government has also restructured the port- 
folios of the three state banks in preparation for privatization 
of the BNI and the sale of shares in either the BFV or the BTM. 


Industry 


Malagasy industry has generally been oriented to import substitu- 
tion. However, it is now undergoing a significant restructuring 
brought about by changes in the foreign trade regime. Some com- 
panies are in serious difficulty due to the increased competition 
from imports, while other are exploiting the export opportunities 
opened up by the devaluation. Labor intensive industries such as 
clothing manufacturing have been especially successful in taking 
advantage of the low labor costs in order to shift from the 
domestic market to exports. Industrial efficiency has also been 
enhanced by the quicker and better allocation of foreign exchange 
for imported inputs. 


Mining and Petroleum 


The country is moderately rich in several minerals, including 
chromite, graphite, and titanium. Chromite and graphite are 
currently mined and exported. A Canadian company is developing a 
$260 million ilmenite (titanium) mine on the southeast coast. 

The 600,000 mt per year mine, currently in the design phase, 
could bring in some $50 million per year in export revenues. The 
U.S. Trade Development Program has recently approved a $500,000 
grant for a feasibility study of a ferrochrome project. Several 
foreign oil companies have conducted exploration in Madagascar. 
While they have found traces of hydrocarbons (natural gas, heavy 
oil, tar sands, and coal), none appears to be commercially viable 
at this time. However, Shell and Amoco are continuing 
exploration, and several other companies are interested in oil 
concessions. 


Tourism 


Madagascar’s tourist industry has grown in the last several years 
as the government has switched from virtual opposition to tourism 
to active encouragement of it. The island’s unique flora and 
fauna, varied scenery and exotic culture have proven attractive 
to European tourists, especially the French, Italians, and 
Germans. According to government statistics, the number of 
foreign tourists increased from 15,000 in 1983 to 28,000 in 1987. 
The government hopes to have 100,000 foreign tourists a year 
within 5 years. Several small and medium-size hotel projects are 
in the works. The Savana and Pullman chains plan an extremely 





ambitious project to construct about 1,700 new hotel rooms around 
the country at a cost of some $180 million. 


Foreign Investment 


While interest in Madagascar on the part of foreign investors has 
increased in recent years, relatively little foreign investment 
has actually taken place. The existing legal regime is clearly 
inadequate for most foreign investors. They are particularly 
deterred by difficulties in obtaining necessary permits and 
uncertainty concerning foreign exchange for dividend repatriation. 
The government’s response to complaints about the foreign invest- 
ment climate has been to offer to negotiate specific exemptions 
from existing laws and regulations on a case-by-case basis rather 
than changing the laws themselves. In fact, virtually all of the 
foreign investment that has taken place or that is in the works 
has involved specific exemptions. The government says that it 
plans to revise the foreign investment code and establish the 
legal framework for export processing zones by the end of 1989. 


The Environment 


Ecologically fragile and unique, Madagascar has in recent years 
undergone a degree of environmental degradation that has been 
described as "national suicide." Uncontrolled brush fires, 
unrestained slash and burn cultivation, the heavy demand for 


firewood, and catastrophic erosion have already had deleterious 
effects on Madagascar’s agricultural and hydroelectric 
potential. Recognizing the seriousness of its environmental 
problems, the government has elicited the help of multilateral 
and bilateral donors in the elaboration of an environmental 
action program, with is now being implemented. 


IMPLICATIONS FOR THE UNITED STATES 


As in previous years, opportunities for U.S. businesses in 
Madagascar will likely be in projects related to rehabilitation 
programs funded by multilateral and bilateral assistance programs. 
Additional business opportunities may develop as a result of 
Madagascar’s aim to privatize certain state-operated enterprises, 
its newly implemented liberalized import system, and its plans to 
create free trade zones. Also, extensive rehabilitation of 
Madagascar’s ports, roads and railroads should provide attractive 
business opportunities whenever financing or cofinancing is not 
tied to a donor country’s suppliers. 


Madagascar is moderately rich in minerals. The Malagasy 
Government is keenly aware of the large revenue potential in 
mining its many minerals and is actively pursuing joint ventures 
with Western investors. Most such activities are under the 
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jurisdiction of the national Military Office of Strategic 
Industries (OMNIS), an agency directly responsible to the 
President, which has substantial powers to grant favorable terms 
to interested investors. 


Opportunities for U.S. firms to establish business and profes- 
sional contacts in Madagascar should be enhanced by future grants 
from the U.S. Trade and Development Program (TDP). Two U.S. 
firms, Harza Engineering of Chicago and Fluor Daniel (Mining and 
Metals Division) of Redwood City, California, recently completed 
TDP feasibility Studies. 


The devaluation of the Malagasy Franc has given Madagascar a 
comparative advantage in many labor intensive industries such as 
clothing manufacturing. (This situation presents U.S. companies 
with opportunities for both direct investment and sales of 
capital goods.) 


Another area worthy of interest for U.S. firms is the furnishing 
of relatively small-scale equipment used in basic economic 
development activities. Examples would be small sawmills, brick 
presses, and small rock crushers. The extensive experience of 
U.S. firms in the mechanization of rural life could be put to 
very productive use in Madagascar. 


Finally, Madagascar’s efforts to promote growth in the tourist 
sector should offer interesting opportunities to U.S. firms in 
the international hospitality and recreation industries. 
Madagascar is one of the few essentially undeveloped countries in 
terms of tourism, and the country’s exotic landscapes and 
wildlife are an enormous potential economic asset. The Malagasy 
Government’s interest in developing its tourism industry is 
clearly demonstrated by the recent construction of a large hotel 
resort in Fort Dauphin, a city of Madagascar’s souther coast, and 
contracts to build additional hotel resort areas in other coastal 
cities. 


American companies seeking to do business in Madagascar should 
keep in mind the importance of employing French-speaking 
personnel and French-language promotional literature. Even 
though English is widely understood among member of Madagascar’s 
technical and professional community, firms which do not adapt 
themselves to Madagascar’s French-speaking commercial environment 
will find themselves at a significant competitive disadvantage. 














